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Foreword 
Welcome to the DLA 
Piper Direct Lending 
Perspectives, in 
association with Debtwire. 
In this report, we reflect 
on a truly outstanding 
2021 and explore whether 
2022 could repeat or even 
surpass the successes of 
the year past. 

Direct lenders have proved the doubters wrong. This is especially true across 
the European leveraged finance market that was, until recently, controlled by 
traditional banks. The inroads made by private debt funds in a few short years 
have been impressive. 

Even more striking is how these funds have taken the pandemic period in their 
stride. Following the market freeze in the first half of 2020, debt funds dived 
back into the market at a frenetic pace. Fundraising and dealmaking both set new 
records in 2021 and the space has never looked in better shape. 

Last year’s boom in activity was spurred by historic levels of private equity (PE) 
deal flow and the unique ability of direct lenders to meet the needs of financial 
sponsors. Debt funds have been willing to give companies the necessary 
breathing room to operate during this period of uncertainty and instability. 
And there is little sign of sponsors slowing down either, which stands direct 
lenders in good stead for 2022.

In this edition, we look back over a year of abundance and outline what can 
be expected as we head in to the third year of a pandemic that is increasingly 
proving to be an endemic challenge. We will also go in-depth on the current 
state of the direct lending market, how the monetary-tightening environment 
might benefit private debt investment strategies and the increasing role that 
ESG is playing in these loans. Direct lending has gone mainstream. There’s no 
going back now. 
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It’s safe to say Europe’s direct lending has stepped out from the shadow of its older, 
more established US cousin. And the stage is set for the market to grow bigger  
and faster.

Europe’s direct lending market took some time to get 
going, but last year the region firmly planted its flag in the 
ground. Last April, Ares Management, the Los Angeles-
based fund manager, secured a final close of EUR11 billion 
for its fifth European private debt fund. The vehicle is not 
only a record haul for Ares and the region; it is among the 
largest debt funds ever raised on the  
international stage. 

Ares and its peers will not be sitting idle, either. Europe 
has been later out of the gate than the US. However, 
since the financial crisis, direct lenders across the 
continent have stepped in to fill the supply gap left by a 
heavily regulated and less risk-tolerant banking sector, 
the industry steadily chipping away at traditional lenders’ 
market share year after year. 

The initial lockdown period in 2020 notwithstanding, 
COVID-19 has done nothing to derail a trend that has 
now been in motion for more than a decade. Many banks 
had their bandwidths constrained administering state-
backed loans and have tightened their underwriting 
criteria, wary of sectors that have been hit hard by the 
pandemic. These have been ideal conditions for private 
lenders to flourish.

And that’s precisely what they have done. Following a quiet 
start to 2020 and under pressure to deploy, direct lenders 
in Europe went on a veritable dealmaking spree in 2021. 
By the time a record-breaking Q3 came to a close, there 
had been 549 deals, already besting full-year 2019. 
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Spreading its wings
A number of underlying factors are behind this burst of activity. One is the 
widening scope of direct lending. “We are seeing the European market catch 
up in size and direct lender penetration as the de-banking trend continues. 
We have also seen convergence between the direct lending and liquid capital 
markets accelerate in Europe, with larger companies seeking private capital 
solutions,” says Blair Jacobson, partner and co-head of European credit for 
Ares Management. “This trend had previously been more prevalent in the US.”

Private debt funds continue to encroach further into territory that used to be 
the preserve of the syndicated loan and high-yield bond markets. Not only 
are funds growing in size, but they are increasingly comfortable collaborating, 
thereby scaling up their deployment capacity.

“We worked on a number of deals in 2021 with particularly desirable assets 
where lender competition was fierce” says Neil Campbell, a partner in DLA 
Piper’s debt finance practice in London. “Whilst our experience generally is 
that private credit would still prefer to hold the whole investment, sometimes 
sponsors will say to a lender we’re very happy to have you in the deal but we’d 
like to partner you with another fund; private credit will typically prefer to 
deploy some capital rather than none, and then the sponsor will potentially 
have access to huge pools of capital for follow-on funding.”

“Another major catalyst has been the unprecedented 
urgency among PE funds to return to the 
dealmaking trail. Pent-up demand from firms 
sitting on significant dry powder combined with 
an accelerating economic recovery created strong 
market tailwinds and led to a likely record volume of 
transactions completed in Europe in 2021.”

– Blair Jacobson, Partner and Co-head of European Credit, 
Ares Management
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PE power
Another major catalyst has been the unprecedented urgency among PE funds 
to return to the dealmaking trail, says Jacobson. “Pent-up demand from firms 
sitting on significant dry powder combined with an accelerating economic 
recovery created strong market tailwinds and led to a likely record volume of 
transactions completed in Europe in 2021.”

Direct loans made to mid-market companies are typically used to finance 
leveraged buyouts, bolt-ons and refinancings and help financial sponsors take 
risk off the table by paying their investors dividend recapitalisations. 

After sitting on the sidelines through the first half of 2020, GPs have been 
making up for lost time. The wider EMEA region saw USD318 billion worth of PE 
fund capital deployed through 2021 - almost double the previous year’s total, 
and the highest annual value on record. And it’s increasingly common to see 
these equity funds turning to debt funds for their acquisition financing needs. 

“There’s been a steady march of direct lenders 
taking the banks’ market share. As the amount 
of capital raised increases, you’re seeing more 
competitive tension in the market in Europe; 
therefore the pricing differential for the credit 
funds continues to fall. But you’re still getting 
the flexibility, the extra turns of leverage, fewer 
covenants and controls. That makes it an even 
more attractive proposition for sponsors  
and borrowers.”

– Matthew Christmas, DLA Piper Partner, London
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Cut to the chase
The inherent challenges of the pandemic also play to the strengths of direct 
lenders in a number of ways. In today’s unsteady environment, financial 
sponsors want speed and certainty of execution. With the ebb and flow of 
infection rates, lockdowns and trading performance, timing is everything. 
Unlike sometimes slow-moving banks, or temperamental public debt markets, 
funds are fleet of foot and can make quick underwriting decisions. 

Whilst bank lenders continue to try to come up with strategies to be able to 
compete with private credit in terms of overall leverage across the structure, 
having a nimble institution with easy access to the investment committee, 
strong deliverability and speed of execution is at times an advantage versus 
bank lending.

Debt funds can also make life easier if a deal does not pan out as hoped. 
When a default or restructuring event is triggered by a borrower that 
has tapped syndicated loan markets, they must negotiate with multiple 
institutions with competing interests. With a single lender, there is just  
one counterparty – an advantage at the best of times but even more so  
in times of uncertainty.

While the pandemic is showing positive signs of abating and economic growth 
is stabilising, risks remain. Central banks have a firm eye on inflation. The Bank 
of England raised its base rate to 0.5% in January and the European Central 
Bank anticipates a similar move in early 2023. Businesses will have to balance 
the potential for rising costs to erode their earnings amid continuing inflation, 
while forecasting any increase in financing costs as rates rise. 

Having an understanding and active lender that’s prepared to negotiate 
covenants in this more hawkish environment will be a major boon. And with 
PE loaded to the hilt with capital, there will be no shortage of private lending 
demand in Europe through 2022. 
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Fundraisers in the US direct lending market pulled off a 
remarkable feat in 2020. As panic set in around the world 
and businesses battened down the hatches, private debt 
managers celebrated a stand-out year. 

A total of 36 US direct lending funds secured a final 
close during the first year of the pandemic, amassing 
USD43 billion between them, comfortably topping 2019, 
according to Debtwire data. Building on this success, 
momentum has continued seemingly unabated. In 
2021, 41 funds collected a total of USD71 billion. This 
represents respective gains of 14% and 65% on 2020 
and is an all-time high for the industry, largely thanks to a 
handful of mega funds.

If Europe has come of age, the US has long since made 
that journey. The strategy of the largest US fundraise of 
the past two years speaks to this maturity. Apollo Global 
Management partnered with Emirati sovereign wealth 

fund Mubadala Investment Company in 2020 to set up 
a USD12 billion direct loan pool. Rather than target the 
middle-market that constitutes the core of direct lending 
activity, Apollo Strategic Origination Partners is aiming to 
issue loans valued at upwards of USD1 billion, placing it 
firmly in megadeal territory once equity and the potential 
for additional leverage are accounted for. 

Certainly, the US stole a march on Europe. Across the 
Atlantic, direct lending had already been a familiar feature 
of the leveraged buyout market before the global financial 
crisis hit. In the 20 years between 1998 and 2018 the 
number of commercial banks in the US declined by 
around 50%, according to figures from the Federal Deposit 
Insurance Corporation. A wave of consolidation among 
regional banks gave rise to a growing pool of national 
lenders that focused their services on larger clients at the 
expense of middle-market borrowers. Fund managers 
stepped up to capitalise on this financing supply gap. 

US Direct Lending Fundraising
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Despite the US market’s head start over Europe, the two share a 
lot of common ground. The tightening of post-crisis regulations 
on both sides of the pond has constrained traditional lending, 
leaving room for non-bank lenders to flourish.

The US direct lending market may be more mainstream than its European cousin but was far from dull, enjoying its biggest year ever in 2021.
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Pandemic period 
And then along came the pandemic. Banks are as risk-averse as ever and 
monetary policy, including government bond purchasing, has stretched to a 
magnitude never seen before, amplifying existing drivers. 

Following an extended bull run from 2009 to 2020, direct lenders have now 
proven their mettle through the pandemic. Private credit default levels never 
rose above 2% throughout 2020, according to Adam Street Partners, while by 
Q3 2020 default rates among leveraged loans reached above 4% and high-
yield bonds even higher at 10% during that painful period. The industry has 
been cycle-tested. 

That’s the downside. On the upside, direct loans also continue to outperform. 
“Investors searching for yield were increasingly attracted to the direct 
lending opportunity given the low volatility and significant current income 
distributions,” says Blair Jacobson, partner and co-head of European credit for 
Ares Management. 

In the secondary market, leveraged loans delivered 5.2% through 2021 and just 
over 4.9% since the global financial crisis, according to S&P Global Ratings, with 
high-yield delivering similar returns. This compares with circa 7% from senior 
loans issued by private debt funds, a differential of around 200bps. 

Now, in 2022 spreads are showing signs of widening in anticipation of  
the Fed beginning to raise the interest rate from March onwards. In this 
inflationary, monetary-tightening context, investors in direct lending funds 
that deal in floating-rate loans can take comfort from their reduced interest 
rate risk exposure. 

And there is unlikely to be any shortage of demand for loans. PE fundraising 
and collective firepower far outmatches that of private lenders. Estimates 
vary, but as of September Preqin pegged global direct lending dry powder at 
USD171.5 billion, compared with USD1.32 trillion sitting in equity funds, much 
of which will be invested in mid-cap deals. Being in the largest leveraged 
buyout market in the world, there is little standing in the way of US direct 
lending deployment in 2022. 
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Managers of private capital are becoming more aware of environmental, social and governance (ESG) concerns and 
direct lenders are no exception. We spoke with Richard Normington, legal director, debt finance, at DLA Piper to 
discuss how this emergent trend is developing and what to expect in the future.

How long have ESG-linked loans been a feature of 
direct lending in Europe?
Richard Normington: It’s still relatively new. People first started talking about it 
around three years ago and then the documentation began coming through. 
More recently there’s been some press coverage around deals, such as Ares’ 
USD1 billion sustainability-linked loan to RSK last summer. 

Before this trend really got started, we were having conversations with direct 
lenders around what they thought others might be doing, but it was relatively 
slow to develop into terms actually going into documents.

What we saw reflected in documents was fairly generic and some might say 
tokenistic, although these institutions do take this very seriously and are very 
keen to do something about it. Initially, however, there wasn’t necessarily a 
clear idea of how to approach it because it was so new. Funds started putting 
relatively small ratchets on the pricing if certain ESG criteria were met. Certainly, 
a couple of years ago those criteria tended to be quite broad.

“These institutions take ESG very seriously and are 
very keen to do something about it.”

– Richard Normington, DLA Piper Legal Director, London
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What do these terms look like in practice?
Normington: The most common approach from the outset has been direct 
lenders looking to apply a relatively small margin ratchet of somewhere between 
5–15bps for delivering a certificate showing compliance with certain specified 
KPIs - for example a specified percentage of women on the board of directors or 
in management positions, or the business having a policy around reducing  
carbon emissions. 

It can be relatively high level and produced in a way that’s applicable to any 
business in any sector, the intention being that they can essentially roll out 
relatively standardised provisions across their portfolio.

How has this evolved since it first emerged three 
years ago? Are the terms still generic?
Normington: Over the last 12 to 18 months, sponsors have started 
formulating their own thoughts around ESG in debt documents, taking 
into account the nature of their assets, and there’s a move towards these 
provisions being more tailored to their portfolio companies. There’s been 
some pushback from sponsors on purely generic provisions that don’t reflect 
the KPIs that they themselves are pushing for the businesses to achieve. You’ll 
see this increasingly become a bespoke product. We’re not there yet but we’ll 
begin to see meaningful conversations around whether these ESG provisions 
are simply a cherry on top that might save 10bps, or whether there’s 
agreement that the asset has a genuine ability to drive change.

What is this driven by? Is it a commercial 
decision to back better, future-proofed 
businesses? Or does this come from the limited 
partners (LPs) investing in their funds?
Normington: It seems to be led by the conversations that the private debt 
community has been having with their investors, so it’s very much LP driven. 
The PE houses are having the same discussions with their investors and 
looking at assets with their own criteria. So, the debt funds want to be seen 
to be working with the sponsors that have similar pressures from their LPs 
and a similar ethos. There’s also a marketing perspective in terms of not 
just appeasing existing LPs and promises made to them, but actually when 
investors are looking at placing funds this is becoming increasingly relevant to 
their decision-making.

How common are these loans today would 
you say? Is this still in the minority or is it 
mainstream already? 
Normington: There are debt funds out there that actively push for the ratchet 
to go into every transaction now. Some of those are still relatively generic and 
offered on a somewhat take it or leave it basis, but there is a strong desire to 
include these terms now. 

It’s no longer in the minority. It will be interesting to see how prevalent this 
becomes, how it develops and how committed private debt and equity both 
really are to making sure these provisions are included.
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Fundraising last year hit record levels as mega funds 
poured into the asset class. And 2022 could see more  
of the same.

There’s no stopping private credit fundraising in Europe. At the start of last year, 
Debtwire surveyed the market to gauge expectations of what was to come 
in 2021. As much as 94% of respondents foresaw European-focused direct 
lending funds raising more than EUR20 billion in the year. And these optimists 
were proven right. 

In 2021, a total of EUR36 billion was corralled for the strategy across the region, 
a more than 70% gain on the previous year and EUR1 billion shy of the previous 
record set in 2019. 

Capital concentration 

However, this success belies a notable trend: capital is concentrating in the 
hands of the few.

In addition to Ares’ bumper EUR11 billion raise were multi-billion EUR final 
closes from the like of Intermediate Capital Group, which secured EUR8 billion in 
December for Senior Debt Partners IV, as well as Arcmont Asset Management’s 
EUR5 billion haul for Arcmont Senior Loan Fund II, closed in November. 

Last year, only 16 funds secured a final close, which is below the 18 raised during 
the chaos of the first year of the pandemic. It also marks a significant decline on 
prior years. However, this puts the mean European fund size in 2021 at EUR2.25 
billion compared with EUR1.28 billion over the four-year trailing average. 

It is not just within the debt space that average fund sizes have surged. Larger 
managers across the private capital landscape have benefitted from COVID 
travel restrictions, as investors gravitated towards established names and fund 
managers with which they have existing relationships. 
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This is because these GPs require less in-depth due diligence. LPs prefer to 
physically be in the room with managers to discuss their strategy, employee 
incentivisation structures and succession plans before they make multi-year 
commitments to new funds. With restrictions in place, LPs have instead had to 
rely on Zoom and Teams to communicate remotely. This has negatively affected 
first-time fund managers and teams with limited track records. 

In theory, this trend should reverse in due course. If COVID-19 becomes less 
virulent, as the Omicron variant has shown to be, then travel restrictions should 
ease and LPs will be more willing to forge new relationships with newer, smaller 
managers, the recent fundraising concentration trend reverting. 

However, even then, there is reason to believe that some degree of remote 
fundraising may be here to stay.

“The truth is, everyone has gotten very 
comfortable with it. Do we go back to the old 
way or do we still do a lot on Zoom? I think it 
will be a mix. There are pros and cons, but the 
remote approach has efficiency benefits. Many 
fundraisings are faster now than they were in 
the past because you can process due diligence 
much quicker. It’s much easier to organise large 
numbers of meetings.”

– Adam Turtle, Partner, Rede Partners
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Competitive tension
Direct lenders have taken market share from banks in next to no time. But that 
influx of capital has its downsides. Competition has increased substantially and 
with that, inevitably, comes returns compression for investors in those  
debt funds. 

“If you look at private credit allocations, direct 
lending remains the largest part – it’s the staple of 
that allocation. Investors have often made fairly 
large bets in that area already, so many of them are 
looking at adding specialists with a slightly higher 
return profile. We hear that when we talk  
to investors.”

– Adam Turtle, Partner, Rede Partners

That’s not to say the largest direct lenders will lose their winning streak by 
struggling to raise capital – far from it. Just that direct lending in Europe has 
gone mainstream and, at the margin, investors are looking further along the 
risk curve to complement their maturing private credit portfolios. 

The fact remains that private debt continues to offer compelling risk-adjusted 
returns that are not available in the public markets. And private equity has 
come to depend on direct lenders as their trusted financing partners. The 
only way is up in the European direct lending fundraising market. 
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DACH Direct Lending Fundraising
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DACH
The DACH region and Germany in particular, were a little 
slower than the UK in embracing direct lending, but 
have quickly caught up. “We advised on some of the first 
unitranche financings in the London market, which was 
ahead of the curve, and we introduced the instrument 
to a number of German banks. They said it would never 
take off,” says Wolfram Distler, a partner in DLA Piper’s 
Frankfurt finance practice. “That was six or seven years 
ago. Now, around half of the mid-cap leveraged financing 
market here is controlled by direct lenders.”

Last year, Debtwire canvassed direct lenders to find  
out where they viewed the greatest growth potential 
in the European market. They had a firm eye on the 
German-speaking region, with the UK and Ireland  
falling out of favour with the prospect of managing 
Brexit’s many challenges. 

Almost one-third (29%) identified DACH as offering 
the greatest opportunity for growth in 2021, putting 
it ahead of any other part of the continent. There is 
some evidence that Germany, the third-largest national 
market in Europe after the UK and France respectively, is 
gradually taking market share. 

A look at Deloitte’s Alternative Lender Deal Tracker shows 
that the country accounted for 15% of all direct loan 
provision in the first half of 2021, a marginal but notable 
increase on the 12% claim of all European deals dating 
back to 2012. 

14
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Banks get busy
The rapid advance over recent years has elicited a pushback from banks. “Some 
traditional lenders have been quite successful in winning back market share 
because many of them are now accepting looser terms than they did three 
or four years ago,” says Distler. “And at the same time, they are obviously still 
cheaper than the debt funds. Over the past couple of years, sponsors have 
been talking to both debt funds and the banks to understand what the most 
suitable arrangement would be for their particular deal.”

There is also some evidence that traditional lenders are becoming more open 
to collaborating with the competition by participating in unitranches, especially 
on assets they know and like. 

In May last year, Ardian Private Debt clubbed together with Bank of Ireland 
and NIBC Bank on the refinancing of nursing home operator EMVIA Living, 
a portfolio company of PE firm Chequers Capital, the facility also providing 
acquisition financing for future bolt-ons. It seems that in Germany’s burgeoning 
market there is room for both banks and funds, even on the same deals. 
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Benelux
If the UK was the first market in Europe to open its doors to direct lenders, the 
Netherlands was not far behind. “Taking a step back, if the US is T, then the UK 
is T minus one. Then you have the Netherlands and Germany at T minus two or 
three, and Belgium after that, in terms of chronological development,” says Max 
Mayer, a partner in DLA Piper’s Amsterdam debt finance practice. 
This steady ascent was already well under way before 2020; however, the 
pandemic saw direct lenders step up a gear. Mayer notes that sponsors have 
been chasing COVID-19-resilient businesses and this has pushed up average 
asset prices resulting in a greater sponsor population considering the private 
credit fund driven financing offerings. 

Accordingly, “the private debt just followed and that trend seems to be 
continuing,” he says. “Traditional financial institutions active in the Netherlands 
have (self-imposed) ticket size limitations. So, once you run into a certain 
leverage multiple and therefore debt quantum, you end up needing four or five 
lenders to facilitate your bid.” 

Clearly, from a sponsor’s perspective, that’s not very time efficient and is more 
prone to execution risk. And this is where the direct lending market provides a 
different approach and product which is being increasingly embraced by the 
Dutch private equity space.

Benelux Direct Lending Funding
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All caps
Size-wise the deal flow has developed a substantial range: in addition to the 
more traditional double-digit EBITDA deals, assets traditionally considered 
“too small” (EUR 4-6m EBITDA) are now attracting private credit fund interest. 
Admittedly each space features its specific target audience however, with the 
obvious overlap aside, sponsors and intermediaries ensure that all spaces are 
busy and competitive.    

“When you move up into larger deals and open up bandwidth for buy-and-
builds, the deployment opportunity is there and you then tend to see more of 
a feeding frenzy, provided obviously the asset is good and meets the necessary 
credit and investments requirements,” says Mayer. “That’s when the TLB -style 
terms start popping up, where the documentation convergence occurs and 
documentary engineering from that space migrates into the direct lending 
space – the product of a competitive landscape.”

This convergence of leveraged financing markets is becoming a more common 
sight in the Netherlands, a sign of its relative development and maturity. 

“Taking a step back, if the US is T, then 
the UK is T minus one. Then you have  
the Netherlands and Germany at T minus 
two or three, and Belgium after that, in 
terms of chronological development.”

– Max Mayer, DLA Piper Partner, Amsterdam 
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Europe’s direct lending market has come an awful long way over the past decade, and yet has so much more  
room to grow.

Direct lending is becoming mainstream but forecasts show it could become 
commonplace. Oxford University’s Saïd Business School has estimated that 
assets under management (AUM) may rise by up to 50% in the medium 
term if market penetration grows in line with current levels seen in the US, 
measured by AUM as a percentage of GDP. 

There is plenty more gas left in the tank for direct lending worldwide, too. By one 
estimate, global AUM is projected to grow by 11% per annum through 2025, 
according to Preqin, Europe having an increasingly sizeable participation. 

In the persistently depressed interest rate environment of the past decade 
and counting, public credit markets simply have not offered the returns that 
investors need to meet their targets. As funds have increasingly taken market 
share from banks and more recently the smaller end of the syndicated loan 
and high-yield bond markets, investors have become familiar with investing 
into private funds as part of their broader credit strategies, drawn to the 
illiquidity premia they have to offer over public debt capital markets. 

“The rising rate environment is ultimately 
beneficial to folks who are originating a 
floating-rate product like direct lending 
loans. That product will continue to be 
very attractive on the LP fund investor side 
because those funds have demonstrated 
healthy returns, even in the essentially zero-
rate environment of the last two years.”

– Jamie Knox, DLA Piper Partner, New York
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Policy shift
The threat of COVID-19 shows early signs of abating and as economies normalise 
from the shock of the pandemic, central banks are tightening monetary policy to 
curb runaway inflation. This also holds promise for the  
asset class. 

Unlike fixed-rate bonds, private debt funds’ loans float at a spread above an 
agreed benchmark rate like synthetic LIBOR and, increasingly, SOFR and SONIA. 
This means investor returns will not be chewed up by rates as central banks 
adjust their compasses in 2022 onwards.  

“The rising rate environment is ultimately beneficial to folks who are originating 
a floating-rate product like direct lending loans. That product will continue 
to be very attractive on the LP fund investor side because those funds have 
demonstrated healthy returns, even in the essentially zero-rate environment of 
the last two years,” says Jamie Knox, partner in DLA Piper’s debt finance practice 
in New York. “When you add on increases in the underlying benchmark rates, 
that looks very interesting to LPs. You should see continuing success on the 
private debt fundraising side.”

Other advantages include call protections and prepayment penalties. From an 
investor perspective, direct lending funds offer compelling opportunities, albeit 
with a caveat. Manager selection will continue to be paramount and will need to 
be matched to investors’ risk appetite. 

Even in worst case scenarios, however, investors benefit from the fact that 
direct lenders are responsive, hands-on managers. “Often direct lenders can be 
more nimble and more creative about responding to an unexpected situation, 
provided they have the bandwidth and resources, as many are also quite lean 
teams,” says Knox. 

Not only do they tend to have greater flexibility in offering covenant waivers 
or providing liquidity support, which is great for borrowers, they often have in-
house experience of managing out positions if push comes to shove and there 
is no residual value left in a company’s equity, prompting a forced restructuring. 
In these rare instances, direct lenders can be better at preserving value than 
banks. These are all major pluses for investors. 
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Appetite for capital 
On the demand-side, a major driver is the wall of PE dry powder in the 
ecosystem. Globally, buyout funds were sitting on USD1.32 trillion of 
undeployed capital as of September 2021, Preqin estimates. And direct 
loans are becoming an increasingly popular counterpart to this LBO equity. 
According to S&P, in Q4 2020 as much as 88% of European mid-market 
loans came from direct funds, 80% of which were used for acquisitions, the 
remainder earmarked for refinancings and general purposes.  

“We entered this year with a robust deal pipeline and expect transaction 
volumes to continue at the current pace throughout the year. We anticipate 
demand remaining robust for direct lending capital to fund PE buy-and-
build opportunities, and also to help complete public-to-private deals,” says 
Jacobson. “Further, we look forward to the continued integration of ESG 
best practices in the investment processes of direct lenders, as well as the 
continued maturation of sustainability-linked loans.”

Cognisant of the opportunity and their eroded market share, banks have 
begun to push back. Last year, HSBC Asset Management launched a UK-
focused direct lending investment capability in partnership with HSBC UK, 
targeting private equity-backed mid-market borrowers with EBITDA of 
between GBP5 million and GBP50 million. 

“We anticipate demand remaining robust for 
direct lending capital to fund PE buy-and-build 
opportunities, and also to help complete public-
to-private deals. Further, we look forward to the 
continued integration of ESG best practices in the 
investment processes of direct lenders, as well  
as the continued maturation of sustainability-
linked loans.”

– Blair Jacobson, Partner and Co-Head of European credit,  
Ares Management. 
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Collaborative spirit 
There has also been a meeting of minds between the competition. “Over the 
past two or three years, you can see more collaboration between direct lenders 
and banks. Banks are more comfortable doing this and are also more familiar 
with the capital structures being designed as well as the names and faces of the 
advisors and lawyers,” says Juan Gelabert, partner in DLA Piper’s debt finance 
practice in Madrid. “It’s good for both sides, but sponsors are the real winners 
because they have access to a wide array of financing options.”

Even where the two sides are not in collaboration, in many instances sponsors 
continue to sound out both banks and direct lenders and decide who to go  
with depending on their specific needs. After all, bank loans tend to  
be cheaper. 

However, the numerous advantages of direct lending are in harmony with 
the requirements of leveraged dealmakers. Buyout targets and their new PE 
owners typically have more elbow room to customise borrowing terms when 
negotiating private loans. This can result in looser borrowing covenants, greater 
flexibility on terms and, crucially, extra turns of leverage. 

“Over the past two or three years, you can see more 
collaboration between direct lenders and banks... 
It’s good for both sides, but sponsors are the real 
winners because they have access to a wide array  
of financing options.”

– Juan Gelabert, DLA Piper Partner, Madrid
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Covering the cost 
This is a critical advantage in today’s pricing environment. Unquote estimates that 
the average EBITDA multiple paid in Europe in Q3 2021 reached a new high of 
12.4x, up to as much as 14.3x for technology-related assets. Putting more debt 
in to the capital structure rather than covering these high entry prices with more 
equity is highly attractive to sponsors as their returns come under pressure. 

These advantages augur well in an environment in which PE funds are loaded 
with capital and under pressure to deploy in order to evenly spread their 
vintage risk. “With all of the dynamics of having huge amounts of capital that 
still needs to be deployed and people frankly not being able to do anything 
other than work during parts of 2021, that has contributed to a lot of activity in 
both private equity and private credit,” says Campbell. “In spite of the slightly 
softer start to 2022 vs 2021, those factors haven’t fundamentally changed… 
although I’m personally pretty pleased that we can now socialise more!” 

Ultimately, one simple equation spells out where Europe’s direct lending market 
is heading: private equity deal flow is at elevated levels and banks have a 
smaller share of the term loan market that backs these deals than ever before. 
There is still plenty of room for growth.

“With all of the dynamics of having huge 
amounts of capital that still needs to be deployed 
and people frankly not being able to do anything 
other than work during parts of 2021, that has 
contributed to a lot of activity in both private 
equity and private credit.”

– Neil Campbell, DLA Piper Partner, London 
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If you would like to discuss the insights in this report, or explore how DLA Piper can help you to navigate the debt finance space, please reach out to any  
of our contributors.

Key contacts
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